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2004 ANNUAL REPORT TO SHAREHOLDERS
THE COMPANY

We are engaged in the international offshore drilling and completion of
exploratory and developmental oil and gas wells and related support, manage-
ment and consulting services. Presently, we own and operate a premium, modern
fleet of eight mobile offshore drilling units as well as manage the operations of
two operator-owned platform drilling units in Northwest Australia. We also own a
semisubmersible hull, named the SEASCOUT, which we plan to convert to a
tender assist vessel once an acceptable contract opportunity is secured. From
fiscal year 1997 to 2003, we have invested approximately $460 million in
upgrading seven mobile offshore drilling units and constructing an ultra-premium

Jack-up unit. We support our operations from our Houston headquarters and

offices located in Australia, Malaysia, Egypt, Indonesia, Singapore and the United

Kingdom.

FINANCIAL HIGHLIGHTS

2004 2003
N (In Thousands) N
FOR THE YEAR ENDED SEPTEMBER 30:
REVENUES $163,454 $144 765
NET INCOME (LOSS) 7,587 (12,802)
CAPITAL EXPENDITURES 6,527 101,819
AT SEPTEMBER 30:
NET PROPERTY AND EQUIPMENT $401,141 $443,102
TOTAL ASSETS 498,936 522,674
TOTAL SHAREHOLDERS' EQUITY 271,589 263,467
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PRESIDENT'S MESSAGE

TO OUR SHAREHOLDERS AND EMPLOYEES:

During fiscal year 2004, we returned to profitability with a net income of approximately $8 million or
$.54 per diluted share after incurring our first loss in ten years in fiscal year 2003. The past year has also
been positive in other respects with a recent successful stock offering enabling us to strengthen our balance .
sheet by reducing our outstanding long-term debt, an equipment utilization rate of 93%, continuing high
standards of safety, health, environmental and security performance and recent activity in the offshore
industry that indicates an improving market.

With our fleet’s improved capability and competitiveness, we are now well-positioned to benefit from
market improvements. Our $460 million major capital program which commenced in fiscal year 1897 to
upgrade seven existing units and construct a new unit was successfully completed last year. We now have
eight premium offshore units, targeted to meet our clients' future needs, available to operate and take
advantage of the upside from an improving rmarket environment. Our strategy continues to focus on
providing premium equipment and safe, quality services in attractive international markets based on long-
standing client relationships. We believe this strategy, our current positioning in four key markets, and the
ability to take advantage of atiractive international opportunities will provide attractive financial returns over
the longer term.

For fiscal year 2004, our short-term goals were (1) to strive for full utilization of our fleet, (2) to stay
strong in all respects and (3) to be well-positioned to benefit from longer-term market improvements and
opportunities. We believe those goals were accomplished. Our current contract backlog provides the
opportunity to seek improving dayrates in late fiscal year 2005 and into fiscal year 2006.

Of our current drilling contracts, the VICKSBURG has the only contract term that extends beyond fiscal
year 2005, with the contract term for the ATWQOOD HUNTER expected to extend to the end of fiscal year
2005. We expect options to be exercised on the ATWOOD EAGLE, ATWOOD FALCON and ATWOQOD
BEACON that could also extend those contracts through fiscal year 2005. Despite not currently having long-
term commitments, we are pursuing opportunities that should keep the RICHMOND, in the Gulf of Mexica,
and the ATWOOD SOUTHERN CROSS, in Southeast Asia, highly utilized during fiscal year 200%. The
SEAHAWK has commenced a short-term drilling program in Malaysia which is expected to extend to the
end of January 2006. Contract cpportunities for the SEAHAWK, following that work, are being pursued in
Southeast Asia and West Africa for fiscal years 2005 and 2006.

At the beginning of fiscal year 2004, world-wide utilization of offshore drilling units was less than 80%
and today it is around 85%. We believe that oil and gas demand fundamentals and the potential for
increasing exploration and development expenditures support further market improvement, increasing
worldwide utilization and higher dayrates.

We are pleased and proud of the Company's performance during fiscal year 2004 which was achieved
through the hard work and talent of our employees around the world. Our achievement of safe operations
and value-adding performance during the year has been recognized by our clients. Being responsive to our
clients’ needs and bulilding longer-term client relationships are the cornerstones of our endeavor to be a
preferred provider of offshore drilling and completion services.

We look forward to the challenges and opportunities ahead and will continue striving to reward the
confidence and trust of our shareholders and our other stakeholders.

JOHN R. IRWIN
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ATWOOD RICHMOND

FOR MANY YEARS, THE RICHMOND HAS
BEEN A HIGHLY UTILIZED DRILLING UNIT IN
THE GULF OF MEXICO. THE RIG IS DESIGNED
TO OPERATE IN SHALLOW WATER DEPTHS
RANGING FROM 9 TO 70 FEET AND CAN
OPERATE IN MODERATELY SEVERE SEA
CONDITIONS. THE RIG'S CURRENT DRILLING
COMMITMENT COULD EXTEND INTO
JUNE/JULY 20065.

ATWOOD SOUTHERN CROSS

IN EARLY FISCAL YEAR 2004, THE ATWOOD
SOUTHERN CROSS WAS MOVED FROM THE
MEDITERRANEAN SEA TO SOUTHEAST ASIA.
THE RIG'S CURRENT DRILLING COMMITMENTS
COULD EXTEND INTO MAY 2005. SINCE
JANUARY 2001, THE RIG HAS BEEN HIGHLY
UTILIZED WHILE WORKING FOR TEN
OPERATORS IN SIX COUNTRIES.




ATWOOD FALCON

THE ATWOOD FALCON HAS SUCCESSFULLY COMPLETED CONTRACTS OVER THE LAST
YEAR IN MALAYSIA, JAPAN AND CHINA. THE RIG IS CURRENTLY WORKING OFFSHORE MALAYSIA
ON A DRILLING PROGRAM ESTIMATED TO BE EXTENDED INTO FEBRUARY 2005. IMMEDIATELY
UPON COMPLETION OF ITS CURRENT CONTRACT, THE RIG WILL BE MOVED BACK TO JAPAN TO
COMMENCE A TWO-FIRM WELL PROGRAM WHICH SHOULD TAKE UNTIL APPROXIMATELY AUGUST
2005 TO COMPLETE.




Atwood Oceanics, Inc. and Subsidiaries

FIVE-YEAR FINANCIAL REVIEW

At or For the Years Ended September 30,

(In thousands, except per share amounts, fleet

data and ratios) 2004 2003 2002 2001 2000
STATEMENTS OF OPERATIONS DATA:
ReVenues . ..o $163,454 $144,765 $149,157 $147541 $135,973
Contract drilling costs .. ..., (98,936) (98,600) (75,088) (70,014)  (60,709)
General and administrative expenses....... (11,389) (14,015) (10,080) (9,250) (8,449)
Depreciation . ..........ccoeienenon.. (31,682) (25,758) (23,882) (25579) (29,624)
OPERATING INCOME . ... .ot 21,547 6,492 40,107 47 698 37,191
Other expense . ... L. (9,145) (4,858) (1,330) (1,677) (1,293)
Tax PrOVISION, . oo et (4,815) (14,438) (10,492) (13,775) (12,75Q)
NET INCOME (LOSS) .....voveiee s $ 7,587 $(12802) $ 28285 $ 27346 § 23,148
PER SHARE DATA:
Earnings (loss) per common share:
BaSiC. v e $ 055 $ (092) $ 204 $ 1988 $ 168
Diluted ...... .. S 054 $ (092) $§ 202 $ 196 § 166
Average common shares outstanding:
BasiC. . oo 13,859 13,846 13,839 13,828 13,763
Diluted ... .. o 14,032 13,846 13,994 13,978 13,916
FLEET DATA:
Number of rigs owned or managed, at end
of period ....... .. .. .. 11 11 10 11 11
Utilization réte for in-service rigs(1) ........ 23% 92% 86% 83% 71%
BALANCE SHEET DATA:
Cash and cash equivalents................ S 16,416 $ 21,551 $ 27655 $ 12621 $ 42661
Working capital. .. ... .. 32,913 26,063 43,735 25,057 47,433
Net property and equipment .............. 401,141 443,102 368,397 306,254 224,107
Total 8SSetS . vt v 498,936 522,674 445238 353,878 313,251
Total leng-term debt (including current )
POILION) e vt ot e 181,000 205,000 115,000 60,000 46,000
Sharehclders’ equity(2) .........ccoin... 271,689 263,467 276,133 247 636 218,205
Ratio of current assets to current liabilities . . 1.55 1.62 2.44 2.21 3.71

Notes —

(1) Excludes managed rigs, the SEASCOUT, and contractual downtime on rigs upgraded.

(2) We have never paid any cash dividends on our common stock.
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SECURITIES LITIGATION SAFE HARBOR STATEMEN’
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Statements included in this report which are
not historical facts (including any statements
concerning plans and objectives of management
for future operations or economic performance,
or assumptions related thereto) are ‘forward-
looking statements’’ within the meaning of the
Private Securities Litigation Reform Act of 1995.
In addition, we and our representatives may
from to time to time make other oral or written
statements which are also forward-looking
statements.

These forward-looking statements are made
based upon management's current plans, expec-
tations, estimates, assumptions and beliefs con-
cerning future events impacting us and therefore
involve a nurmber of risks and uncertainties. We
caution that forward-looking statements are not
guarantees and that actual results could differ
materially from those expressed or implied in the
forward-looking statements.

Important factors that could cause our ac-
tual results of operations or our actual financial
conditions to differ include, but are not necessa-
rily limited to:

* our dependence on the oil and gas
industry;

* the operational risks involved in drilling
for oil and gas;

* changes in rig utilization and dayrates in
response to the level of activity in the oil
and gas industry, which is significantly
affected by indications and expectations
regarding the level and volatility of oil and
gas prices, which in turn are affected by
such things as political, economic and
weather conditions affecting or potentially
affecting regional or worldwide demand
for oil and gas, actions or anticipated
actions by OPEC, inventory levels, deliver-
ability constraints, and future market
activity;

11
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the extent to which customers ahzd/poten—
tial customers continue to pursue deep-

water drilling;

exploration success or lack of exploration
success by our customers and potential
customers;

the highly competitive and cyclical nature
of our business, with periods of low
demand and excess rig availability;

the impact of the war with Irag or other
military operations, terrorist acts or em-
bargoes elsewhere;

our ability to enter into and the terms of
future drilling contracts;

the availability of qualified personnel;

our failure to retain the business of one or
more significant customers;

the termination or renegotiation of con-
tracts by customers;

the availability of adequate insurance at a
reasonable cost,

the occurrence of an uninsured loss;

the risks of international operations, in-
cluding possible economic, political, social
or monetary instability, and compliance
with foreign laws;

the effect SARS or other public health
concerns could have on our international
operations and financial results;

compliance with or breach of environmen-
tal laws;

the incuirence of secured debt or addi-
tional unsecured indebtedness or other
obligations by us or our subsidiaries;

the adequacy of sources of liquidity;

currently unknown rig repair needs and/or
additional opportunities to accelerate



planned maintenance expenditures due to
presently unanticipated rig downtime;

higher than anticipated accruals for per-
formance-based compensation due to bet-
ter than anticipated performance by us,
higher than anticipated severance ex-
penses due to unanticipated employee
terminations, higher than anticipated legal
and accounting fees due to unanticipated
financing or other corporate transactions,
and other factors that could increase
general and administrative expenses;

the actions of our competitors in the
offshore drilling industry, which could
significantly influence rig dayrates and
utilizatiori;

changes in the geographic areas in which
our customers plan to operate, which in
turn could change our expected effective
tax rate;

changes in oil and gas drilling technology
or in our icompetitors' drilling rig fleets
that could make our drilling rigs less
competitive or require major capital in-
vestments to keep them competitive;

rig availability;

the effects and uncertainties of legal and
administiative proceedings and other
contingencies;

the impact of governmental laws and
regulations and the uncertainties involved
in their administration, particularly in
some foreign jurisdictions;

12

* changes in accepted interpretations of
accounting guidelines and other account-
ing pronouncements and tax laws;

¢ the risks involved in the construction,
upgrade, and repair of our drilling units;
and

* such other factors as may be discussed in
our reports filed with the Securities and
Exchange Commission, or SEC.

These factors are not necessarily all of the
important factors that could cause actual results
to differ materially from those expressed in any
of our forward-locking statements. Other un-
known or unpredictable factors could also have
material adverse effects on future results. The
words “‘believe,” "‘impact,” “intend,” "‘esti-
mate,” ‘‘anticipate,” “‘plan’ and similar expres-
sions identify forward-looking statements. These
forward-looking statements are found at various
places throughout this report. When considering
any forward-looking statement, you should also
keep in mind the risk factors described in other
reports or filings we make with the SEC from
time to time. Undue reliance should not be
placed on these forward-looking statements,
which are applicable only on the date hereof.
Neither we nior our representatives have a
general obligation to revise or update these
forward-looking statements to reflect events or
circumstances that arise after the date hereof or
to reflect the occurrence of unanticipated events.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OUTLOOK

After incurring our first loss in ten years in
fiscal year 2003, we returned to profitability in
fiscal year 2004. Of our eight active drilling units,
seven have current drilling commitments with
one, the ATWOOD BEACON, currently in a
shipyard in Singapore being repaired from the
damages it incurred on July 25, 2004 to all three
legs and the derrick while positioning for its
next well offshore Indonesia. We have insurance
to cover the costs of repairs in excess of a
$1 million deductible which was recorded as an
expense in the fourth quarter of fiscal year 2004.
At September 30, 2004, the book basis of the
ATWOOD BEACON has been reduced by
$16.3 million which is the estimated reduction in
value caused by the incident. In addition,
$7.7 million of costs were incurred related to the
recovery of the rig of which $6.7 million is
recorded as an insurance receivable at Septem-
ber 30, 2004 and $1.0 million was expensed
during the fourth quarter of fiscal year 2004 to
account for the insurance deductible. We also
have loss of hire insurance coverage of
$70,000 per day up to 180 days, which began
after a 30-day waiting period commencing
July 28, 2004. Revenue recognized from this
insurance coverage totaled approximately
$2.4 million in fiscal year 2004, and accordingly,
a $2.4 million insurance receivable is recorded
related to these revenues as of September 30,
2004.

The ATWOOD BEACON has been awarded
a contract in Vietnam which is to commence
between January 15 and April 15, 2005. Based
on our current schedule of repairs, we believe
the rig will be ready to begin operations under
the contract by the end of January 2005, with
our loss of hire coverage not scheduled to expire
until the end of February 2005. We will continue
our emphasis on maintaining high utilization of
our drilling equipment throughout industry cy-
cles. We had a 93% equipment utilization rate in

fiscal year 2004 and have averaged approxi-
mately 90% utilization over the last ten years.

In October 2004, we sold in a public offering
1,175,000 shares of our common stock at an
effective net price (before expenses) of $45.83 for
total proceeds (before expenses) of approximately
$53.9 million. We used these proceeds and on
cash on hand to repay $55 million outstanding
under our revolving credit agreement. Prior to
the stock offering, our ratio of outstanding debt
to total capitalization was around 40%. It is now
approximately 30%. With our premium, modern
fleet of drilling units and a strengthened balance
sheet, we feel that we are well positioned to
benefit from an improving market environment.

At the beginning of fiscal year 2004, world-
wide utilization of offshore drilling units was less
that 80%. Today, worldwide utilization is approx-
imately 85%, with semisubmersibles continuing
to be the weakest sector of the drilling market
with current utilization of approximately 84%
compared to current jack-up utilization of ap-
proximately 80%. Despite continuing geopolitical
uncertainties in Irag, Venezuela, Nigeria as well
as other areas of the world, we expect increas-
ing world energy demand. The oil and gas
industry will play a major part in meeting this
increasing demand. At the current level of
worldwide utilization of offshore drilling units,
we anticipate that oil and gas companies will be
unable to provide crude oil and natural gas to
consumers in sufficient quantities such that
prices will be near the averages of the last
decade. We believe that based on the current
gap between crude oil demand and the world’s
current supply potential, a significant drilling
campaign will be required to increase the
world’'s crude oil and natural gas supply capac-
ity. Thus, we expect continued improvement in
worldwide offshore drilling activities during fiscal
year 2005; however, a major slow down in world
economic activity could negatively impact this
expectation.



Of our current drilling contracts, the VICKS-
BURG has the orily contract term that extends
beyond fiscal yedr 2005, with the contract term
for the ATWOOD HUNTER expected to extend to
the end of fiscal year 2005. We expect options to
be exercised on the ATWOOD EAGLE, ATWOOD
FALCON and ATWOOD BEACON that could also
extend these corntracts through fiscal year 2005.
Despite not currently having long-term contract
commitments, we expect that the RICHMOND,
in the Gulf of Mexico, and the ATWOOD
SOUTHERN CROSS, in Southeast Asia, will be
highly utilized during fiscal year 2005. The
SEAHAWK has commenced a short-term drilling
program in Malaysia which is expected to
extend to the end of January 2005. Contract
opportunities for the SEAHAWK, following that
contract, are being pursued in Southeast Asia
and West Africa. With market trends supporting
continued increases in drilling activities, coupled
with our leverage to improving dayrates, we
expect improved| cash flows and operating re-
sults in fiscal year 2005 compared to fiscal year
2004 and remain: optimistic about the longer-
term utilization and fundamentals of the offshore
drilling market.

RESULTS OF OPERATIONS
Fiscal Year 2004 Versus Fiscal Year 2003

Revenues for the current fiscal year in-
creased 13% compared to prior fiscal year. A
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comparative analysis of revenues by rig for fiscal
years 2004 and 2003 is as follows:

REVENUES
(In millions)
Fiscal Fiscal
2004 2003 Variance
ATWQOD BEACON ........ $ 207 $ 30 $177
ATWOOD EAGLE.......... 304 19.8 106
ATWOOD HUNTER ........ 194 17.2 2.2
RICHMOND ............... 9.6 8.3 1.3
GOODWYN ‘A'/NORTH
RANKIN ‘A" ............. 2.0 1.8 0.2
VICKSBURG . .............. 24.3 25.0 (0.7)
ATWOOD SOUTHERN
CROSS ................. 12,5 145 (2.0)
SEAHAWK ................ 18.6 22.8 4.2)
ATWOOD FALCON ........ 26.0 324 (6.4)
$163.5 $144.8 $18.7

The ATWOOD BEACON was available for
operations during the fiscal year 2004 year-to-
date period up to its July accident compared to
only two months in the prior fiscal year while rig
was under construction. The increase in revenue
for the ATWOOD EAGLE was due to higher
dayrates earned during fiscal year 2004 of ap-
proximately $90,000 to $110,000 compared to
fiscal year 2003 dayrate of approximately $85,000
and to higher utilization in the current fiscal year
as the rig was undergoing its upgrade and
relocating to West Africa during the first five
months of the prior fiscal year. The increase in
revenue for the ATWOOD HUNTER and the
RICHMOND was due to higher average dayrates
earned during the current fiscal year of $57,000
and $27,000, respectively as compared to the
prior fiscal year average dayrates of $54,000 and
$23,000, respectively. The ATWOOD HUNTER
was also utilized for approximately 20 more days
during fiscal year 2004 as compared to fiscal year
2003. Since the end of fiscal year 2001, there has
been a planned break in drilling activities on the
GOODWYN ‘A’ and NORTH RANKIN ‘A’ plat-
form rigs. We continue to provide a limited
amount of maintenance services to these plat-
form rigs during this planned idle period. The
VICKSBURG had average per day revenues of



$66,000 during fiscal year 2004 compared to
$68,500 during fiscal year 2003. The decrease in
revenue for the ATWOQOD SOUTHERN CROSS
was due to lower dayrates earned in the current
fiscal year of $30,000 to $35,000 compared to the
prior fiscal year of $45,000 to $60,000. The
impact of lower dayrates during fiscal year 2004
was partially offset by higher utilization of the
rig during fiscal year 2004 of 83% compared to
70% during fiscal year 2003. During the first
quarter of the current fiscal year, the amortiza-
tion of deferred revenue related to the 1999
client reimbursement of the upgrade costs for
the SEAHAWK was completed, leading to the
decrease in revenue for this rig. The decrease in
revenue for the ATWOOD FALCON was prima-
rily due to lower dayrates earned during the
current fiscal year of $70,000 to $85,000 com-
pared to $75,000 to $110,000 in the prior fiscal
year and also due to the rig being idle during
July 2004 while undergoing guarters upgrade
and planned maintenance compared to being
fully utilized during fiscal year 2003.

In total, contract drilling costs for the cur-
rent fiscal year were comparable to the prior
fiscal year. A comparative analysis of contract
drilling costs by rig for fiscal years 2004 and
2003 is as follows:

CONTRACT DRILLING

CQSTS
(In millions)

Fiscal Fiscal

2004 2003 Variance
ATWOQOD BEACON . .......... $10.2 $14 $88
ATWOOD EAGLE ............. 20.7 194 1.3
GOODWYN ‘A'/NORTH RANKIN

A 2.1 2.0 0.1

RICHMOND .................. 7.9 8.2 0.3)
SEAHAWK ................ ... 9.0 9.7 0.7
ATWOOD HUNTER. ........... 120 128 (0.9)
VICKSBURG .................. 8.3 9.3 (1.0)
ATWOOD SOUTHERN CROSS .. 12.3 143 (2.0)
ATWOOD FALCON ............ 15.1 187 (3.8)
OTHER .............. ... .... 1.3 2.6 (1.3)

$98.9 $985 $04
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The ATWOOD BEACON incurred operating
costs for all of fiscal year 2004 compared to only
two months in the prior fiscal year, as the rig
was under construction for most of fiscal year
2003. The recording of a $1 million insurance
deductible resulting from the damage incurred
by the ATWOOD BEACON in its July 2004
incident also contributed to an increase in costs.
The increase in daily operating costs of the
ATWOOD EAGLE from $53,200 in fiscal year
2003 to $56,700 in fiscal year 2004 was primarily
due to an increase in labor costs. Since drilling
activities were suspended on the GOODWYN ‘A’
and NORTH RANKIN ‘A’ platforms at the end of
fiscal year 2001, we have continued to provide a
limited level of maintenance services to these
rigs. Decreases in operating costs for the RICH-
MOND, SEAHAWK and ATWOOD HUNTER were
due to declines in maintenance related costs.
The decrease in drilling costs for the VICKS-
BURG was due to the temporary suspension of
its contract with ExxonMobil during the current
fiscal year (the contract resumed during the first
quarter of fiscal year 2005), which in turn,
suspended the amortization of expenses related
to the upgrade costs incurred for this specific
contract. In addition, agent fees were lower
compared to prior fiscal year as the VICKSBURG
did not incur any agent fees while working in
Thailand during the second half of fiscal year
2004. During fiscal 2004, the ATWOOD SOUTH-
ERN CROSS worked in India and Malaysia
where daily operating costs are lower than Italy,
its primary operating area in fiscal year 2003.
The decrease in drilling costs for the ATWOOD
FALCON was due to the rig operating in
Australia for seven months of fiscal year 2003 at
an approximate $25,000 per day higher operating
costs compared to Asia, its location for all of
fiscal year 2004. The higher operating costs
resulted from Australian labor regulations requir-
ing that marine union personnel must be em-
ployed for all offshore vessels that have
propulsion. During the period that the ATWOOD
FALCON worked in Australia, it was equipped



with propulsion assist, which required the em-
ployment of marine personnel that was not
required when the rig worked in Asia.

Depreciation expense for the current fiscal
year increased 22% as compared to the prior
fiscal year. A comparative analysis of deprecia-
tion expense by rig for fiscal years 2004 and
2003 is as follows:

DEPRECIATION
EXPENSE
(In millions)
Fiscal Fiscal
2004 2003 Varlance
ATWOOD BEACON ........... $62 $07 $45
ATWOOD EAGLE .............. 4.8 31 1.7
SEAHAWK ................... 5.1 47 0.4
ATWOOD SOUTHERN CROSS .. 4.2 4.0 0.2
VICKSBURG .................. 2.6 25 0.1
ATWOOD FALCON............ 2.7 26 01
ATWOOD HUNTER. ........... 54 54 —
RICHMOND .................. 0.9 19 (1.0)
OTHER ............ i 0.7 0.9 (0.2)
$31.6 $258 $5.8

The increase in depreciation expense for the
ATWOOD BEACON was due to a full year of
depreciation expense during fiscal year 2004
compared to only two months in fiscal year 2003
as the rig was under construction for most of the
prior fiscal year. The increase in depreciation
expense for the ATWOOD EAGLE was also due
to a full year of depreciation expense during the
current fiscal year compared to only seven
months in the prior fiscal year as the rig was
being upgraded during the first five months of
fiscal year 2003. During the period when a rig is
out of service for a significant upgrade that
extends its useful life, no depreciation is recog-
nized. The decrease in depreciation expense for
the RICHMOND 'was due to extending its re-
maining useful life from 2 to & years effective
October 1, 2003. The depreciable life of this rig
was extended based upon an assessment of its
commercial viability, coupled with our intent to
continue marketing and operating the rig beyond
2 years.,
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General and administrative expense de-
creased 19% in fiscal year 2004 compared to
fiscal year 2003 primarily due to a reduction in
professional fees related to our worldwide re-
structuring initiative incuired in the prior fiscal
year. Our worldwide group of consolidated enti-
ties derives substantially all of their operating
revenues from international offshore drilling of
exploratory and developmental oil and gas wells
and related support services. At the beginning of
fiscal year 2003, we initiated a restructuring of
our foreign subsidiaries and deployment of our
worldwide assets to focus potential civil litiga-
tion which may arise from future offshore activi-
ties in foreign operations in the jurisdictions of
the areas of those operations, to simplify our
worldwide organizational structure for adminis-
trative and marketing reasons, to facilitate more
efficient management and control of business
operations, and to deploy our worldwide assets
and capital in a more efficient manner among
our consolidated group of companies. In addition
to these operational efficiencies, it is expected
that this restructuring will also provide long-term
tax efficiencies. A significant part of this restruc-
turing involved the contribution of a majority of
our non-U.S. operations to Atwood Oceanics
Pacific Limited, a wholly-owned Cayman Islands
company, which had historically served as our
offshore company for marketing, negotiating, and
performing drilling contracts outside of the
United States. At September 30, 2003, most of
our planned restructuring initiative had been
completed, with approximately $3 million of the
increase in general and administrative expenses
related to professional fees associated with this
restructuring process.

The $4.2 million increase in net interest
expense was due to having no capitalized
interest in fiscal year 2004 compared to $4.2 mil-
lion of capitalized interest in fiscal year 2003 as a
result of the completion of the upgrades program
and construction of the ATWOOD BEACON
during fiscal year 2003.



Virtually all of our tax provision for fiscal
year 2004 relates to taxes in foreign jurisdictions.
The $9.6 million decrease in provision for income
taxes in fiscal year 2004 compared to fiscal year
2003 was primarily due to the recording of a
$4.7 million deferred foreign tax liability in fiscal
year 2003 relating to Australian and Malaysian
taxes after reassessing certain tax planning
strategies in conjunction with the reorganization
of our foreign subsidiaries undertaken in fiscal
year 2003 and a reduction of $2.1 million in
current foreign tax provisions in fiscal year 2004
compared to fiscal year 2003 primarily due to tax
efficiencies resulting from the fiscal year 2003
reorganization.

Fiscal Year 2003 Versus Fiscal Year 2002

Revenues for fiscal year 2003 decreased 3%
compared to the prior year. A comparative
analysis of revenues by rig for fiscal years 2003
and 2002 is as follows:

REVENUES
(In millions)
Fiscal Fiscal
2003 2002  Variance
ATWOOD EAGLE ........... $ 198 $ 16562 § 46
ATWOOD BEACON ......... 3.0 — 3.0
VICKSBURG ................ 25.0 225 25
RICHMOND ................ 8.3 7.1 1.2
SEAHAWK . ............. ... 22.8 22.3 05
GOODWYN ‘A/NORTH
RANKIN ‘A" .............. 1.8 19 0.1)
ATWOOD FALCON.......... 32.4 335 {1.1)
ATWOOD SOUTHERN CROSS 14.5 19.3 (4.8)
ATWOOD HUNTER ......... 17.2 27.4 (10.2)
$144.8 $1492 ¢ (4.4)

While utilization was consistent with prior
year, the average dayrate for ATWOOD EAGLE
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during fiscal year 2003 was approximately
$85,000 compared to $75,000 in the prior year.
Fiscal year 2003 also included $2.7 million of
mobilization revenue for the rig's relocation to
West Africa. The ATWOOD BEACON com-
menced operations in August 2003 while being
under construction all of the prior fiscal year.
Fiscal year 2003 revenues for the VICKSBURG
included $2.0 million of client reimbursements
for capital upgrades, as utilization and average
dayrates were consistent with the prior year.
The increase in revenue for the RICHMOND was
primarily due to the rig being 100% utilized in
fiscal year 2003 compared to having 76 days of
idle time in fiscal year 2002. The decrease in
revenue for the ATWOOD FALCON was due to
its mobilization to Australia and back to Malay-
sia during fiscal year 2003 compared to working
at full operating dayrates for all of fiscal year
2002. Due to the softness of the Mediterranean
market, utilization for the ATWOOD SOUTHERN
CROSS decreased from approximately 856% in
fiscal year 2002 to 70% in fiscal year 2003.
Average dayrates for the ATWOOD HUNTER
decreased from approximately $90,000 to $54,000
for the same periods.

Contract drilling costs for fiscal year 2003
increased 31% as compared to the prior year. As
discussed below, in order to maintain relatively
high utilization of our fleet during a downturn in
the offshore drilling market, we pursued short-
term contract opportunities for the ATWOOD
EAGLE, ATWOOD FALCON and ATWOQD
SOUTHERN CROSS in high operating cost areas
of West Africa, Australia and Italy. Compared to
fiscal year 2002, approximately 95% of the in-
crease in contract drilling costs in fiscal year
2003 related to these three rigs. A comparative



analysis of contract drilling costs by rig for fiscal
years 2003 and 2002 is as follows:
CONTRACT

DRILLING COSTS
{In millions)

Fiscal Fiscal

2063 2002 Variance
ATWOOD EAGLE ............. $19.4 $ 90 $104
ATWOOD FALCON............ 18.7 102 8.5
ATWOOD SOUTHERN CROSS .. 143 111 3.2
ATWOOD BEACON ........... 1.4 14
SEAHAWK ....... P 9.7 9.2 0.5
GOODWYN ‘A'/NORTH

RANKIN ‘A" ... 2.0 2.1 0.1)

VICKSBURG . ... 9.3 95 0.2)
ATWOOD HUNTER. ........... 129 134 (0.5)
RICHMOND ...t 8.2 9.3 (1.1)
OTHER ... ... 2.6 1.3 1.3

$98.5 $76.1 $234

Contract drilling costs for the ATWOOCD
EAGLE include $8.2 million of mobilization ex-
penses incurred during the rig’s relocation to
West Africa. In addition, daily operating costs of
the ATWOOD EAGLE increased as operating
costs in West Africa were approximately 30%
higher than in the Mediterranean, the rig's
previous location. This increase in daily operat-
ing costs relates primarily to a significantly
higher onshore cost of services to support our
offshore operations, plus higher local labor costs.
Due to limited office and living facilities in West
Africa compared to the rig's previous location in
the Mediterranean, the daily costs for such
facilities and other services in West Africa were
significantly higher than most other areas of the
world. During fiscal year 2003, the ATWQOOD
FALCON worked seven months in Australia,
where operating costs are higher than Southeast
Asia, its primary operating location for all of the
prior fiscal year, by approximately $25,000 per
day due to increased personnel-related costs.
Australian labor regulations require that marine
union personnelimust be employed for all off-
shore vessels that have propulsion. During the
period that the ATWOOD FALCON worked in
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Australia, it was equipped with propulsion as-
sist, which required the employment of marine
personnel that was not required when the rig
worked in Scutheast Asia. We also incurred
approximately $2.0 million in mobilization costs
re-locating the ATWOOD FALCON to and from
Australia.

The increase in costs for the ATWOOD
SOUTHERN CROSS resulted from the amortiza-
tion of the planned maintenance and upgrade
costs to meet Italian operating standards, as well
as higher costs of operating in Italy for travel,
shorebase operations and rentals. In addition,
Ttalian regulations do not allow drilling rigs to
operate in Italian waters withocut having original
certification for all electrical equipment. We
incurred additional operating costs in complying
with this requirement. The ATWOOD BEACON
commenced operations in August 2003 while
being under construction all of the prior fiscal
year. The decrease in costs for the RICHMOND
for fiscal year 2003 was due to the shipyard
repairs incurred during the prior fiscal year.

Depreciation expense for fiscal year 2003
increased 8% as compared to the prior fiscal
year. A comparative analysis of depreciation
expense by rig for fiscal year 2003 and 2002 is as
follows:

DEPRECIATION
EXPENSE
(In millions)
Fiscal Fiscal
2003 2002 Variance
ATWOOD HUNTER............ $54 $42 $1.2
ATWOOD EAGLE ............. 3.1 2.2 0.9
ATWOOD BEACON ........... 0.7 — 0.7
RICHMOND .................. 1.9 16 0.3
VICKSBURG .................. 2.5 2.3 0.2
ATWOOD SOUTHERN CROSS .. 4.0 3.9 0.1
SEAHAWK ... ................ 4.7 48 (0.1)
ATWOOD FALCON............ 2.6 2.7 (0.1
OTHER ... ..o e 0.9 2.2 (1.3)
$25.8 $2389 $19

During the period when a rig is out of
service for a significant upgrade that extends its



useful life, no depreciation expense is recog-
nized. The increased depreciation on the
ATWOQOOD HUNTER in fiscal year 2003 was due
to a full year of depreciation expense compared
to only three quarters in the prior fiscal year as
the rig was completing its upgrade and reloca-
tion to the Mediterranean during the first quarter
of fiscal year 2002. The increase for the
ATWOOD EAGLE was due to an increase in the
rig’s depreciable basis resulting from the com-
pletion of its $90 million upgrade during fiscal
year 2003. The ATWOOD BEACON commenced
operations in August 2003 while being under
construction during all of fiscal year 2002. We
increased the depreciable basis of the RICH-
MOND by approximately $1 million during fiscal
year 2003 which will be depreciated over the
rig's remaining useful life which was 5 years at
the time the change was made. Other deprecia-
tion expense decreased due to the fact that RIG-
200 (sold in May 2003) was fully depreciated to
its salvage value in fiscal year 2002 and thus had
no depreciation expense for fiscal year 2003.

General and administrative expense in-
creased 39% in fiscal year 2003 primarily due to
higher professional fees related to our worldwide
restructuring initiative. Our worldwide group of
consolidated entities derives substantially all of
their operating revenues from international off-
shore drilling of exploratory and developmental
oll and gas wells and related support services. At
the beginning of fiscal year 2003, we initiated a
restructuring of our foreign subsidiaries and
deployment of our worldwide assets to focus
potential civil litigation which may arise from
future offshore activities in foreign operations in
the jurisdictions of the areas of those operations,
to simplify our worldwide organizational struc-
ture for administrative and marketing reasons, to
facilitate more efficient management and control
of business operations, and to deploy our world-
wide assets and capital in a more efficient
manner among our consolidated group of compa-
nies. In addition to these operational efficiencies,
it is expected that this restructuring will also
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provide long-term tax efficiencies. A significant
part of this restructuring involved the contribu-
tion of a majority of our non-U.S. operations to
Atwood Oceanics Pacific Limited, a wholly-
owned Cayman Islands company, which had
historically served as our offshore company for
marketing, negotiating, and performing drilling
contracts outside of the United States. At Sep-
tember 30, 2003, most of our planned restructur-
ing initiative had been completed, with
approximately $3 million of the increase in
general and administrative expenses related to
professional fees associated with this restructur-
ing process.

The $3.4 million increase in net interest
expense was due to an increase in the average
amount of debt outstanding, a $1.2 million write
off of deferred financing costs related to the prior
credit facility, and due to a $1.9 million decrease
in capitalized interest as compared to prior fiscal
year as a results of the completion of the
upgrade program and construction of the
ATWOOD BEACON during fiscal year 2003.

Virtually all of our tax provision for fiscal
year 2003 relates to taxes in foreign jurisdictions.
Due to the low level of operating income in the
United States, in addition to cperating losses in
certain nontaxable foreign jurisdictions, our ef-
fective tax rate for the fiscal year 2003 signifi-
cantly exceeded the United States statutory rate.
During fiscal year 2003, we recorded deferred
foreign tax liabilities of $4.7 million relating to
Australian and Malaysian taxes after reassessing
certain tax planning strategies in conjunction
with the reorganization of our foreign subsidiar-
ies undertaken in fiscal year 2003. This deferred
tax expense had no cash effect during fiscal year
2003.

LIQUIDITY AND CAPITAL RESOURCES

We currently operate eight active offshore
drilling units. Since fiscal year 1997, we have
expended approximately $340 million on upgrad-
ing seven existing drilling units and approxi-




mately $120 million on constructing our eighth
drilling unit, the ATWOOD BEACON. After ex-
pending approximately $100 million in each of
the fiscal years 2001, 2002 and 2003 on our
upgrade and rig iconstruction programs, our
capital expenditures declined tc approximately
$6.5 million in fiscal year 2004, We operate in a
cyclical industry. Maintaining high equipment
utilization in up, as well as down, cycles, is a
key factor in generating cash to satisfy current
and future obligations. For fiscal years 1999
though 2003, net cash provided by operating
activities ranged from a low of approximately
$13.7 million in fiscal year 2003 to a high of
approximately $70.9 million in fiscal year 1999
compared to neti cash provided by operating
activities of approximately $25.6 million for fiscal
year 2004. Our operating cash flows are primarily
driven by our operating income, which reflects
dayrates and rig utilization. The low level of net
cash provided by operating activities in fiscal
year 2003 was due to a downturn in market
conditions during which we pursued short-term
contract opportunities in high operating cost
areas in order to maintain a high utilization of
our fleet. Market conditions improved in fiscal
year 2004 which enabled us to have higher cash
flows and earnings compared to fiscal year 2003.
We anticipate continuing improvements in mar-
ket conditions in fiscal year 2005 and accord-
ingly, expect continuing improvements in cash
flows and earnirigs. Our existing cash commit-
ments for fiscal year 2005 and beyond, outside of
completing the funding of repair costs of the
ATWOOD BEACON and funding current rig
operations, inclide annual capital expenditures
of $6 to $10 million for maintenance of our eight
active drilling rigs and required quarterly repay-
ments under the term facility of our credit
agreement which will total $36 million for fiscal
year 2005. We expect to generate sufficient cash
flows from operations to satisfy these obligations.
Repair costs for the ATWOOD BEACON are
estimated to be approximately $25 million, all of
which is expected to be covered by insurance
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proceeds, and current rig operations will be
funded from current operating cash flows.

We funded our equipment upgrade and
construction programs through a combination of
internally generated funds and funds borrowed
under credit facilities. On April 1, 2003, we
executed a $225 million senior secured credit
facility, or the Credit Facility, with four industry
banks to reflnance our prior existing indebted-
ness and to provide for on-going working capital
and general corporate needs. In June 2003, the
borrowing capacity under the Credit Facility was
increased to $250 million, with five additional
banks joining the syndication group. The Credit
Facility contains financial covenants, including
but not limited to, requirements for maintaining
certain net worth and other financial ratios, and
restrictions on disposing of any material assets,
paying cash dividends or repurchasing any of
our outstanding common stock and incurring
any additional indebtedness in excess of $3 mil-
lion. In June 2003, we also amended the Credit
Facility to increase the allowed ratio limit of
outstanding debt to earnings before interest,
income taxes and depreciation. However, the
ratio, as amended in June 2003, was based upon
estimates that did not assume a continuing
decline in market conditions which negatively
impacted our fiscal year 2003 fourth quarter
results. Therefore, in November 2003, the Credit
Facility was further amended, effective as of
September 30, 2003, to redefine the calculation
of the ratio of outstanding debt to earnings,
before interest, income taxes and depreciation.
The November amendment increased the per-
mitted ratio levels from 5.75 to 6.25 at Decem-
ber 31, 2003, reducing to 5.50 at March 31 and
June 30, 2004, 4.00 at September 30, 2004 and
3.00 thereafter. We are in compliance with all
financial covenants at September 30, 2004 and
expect to remain in compliance with all financial
covenants during fiscal year 2005. Further, at all
times during fiscal years 2002, 2003 and 2004
when we were required to determine compliance
with our financial covenants, we were in compli-




ance with the covenants. Aside from the finan-
clal covenants, no other provisions exist in the
Credit Facility that could result in acceleration of
the April 1, 2008 maturity date.

The Credit Facility consists of a b-year
$150 million amortizing Term Loan Facility and a
6-year $100 million non-amortizing revolving loan
facility. The term loan facility requires quarterly
payments of $6 million commencing on Decem-
ber 31, 2003, increasing to quarterly payments of
$9 million commencing on December 31, 2004
until maturity on April 1, 2008. The Credit
Facility permits prepayment of principal at any-
time without incurring a penalty. At Septem-
ber 30, 2004, we had $55 million outstanding
under the revolving loan facility and $126 million
outstanding under the term loan facility. With
the repayment in October 2004 of the then
$55 million cutstanding under our revolving loan
facility from proceeds received from the public
offering of 1,175,000 shares of our common stock
and cash on hand, we currently have approxi-
mately $99 million of available borrowing capac-
ity and with a debt to total capitalization ratic
currently less that 30%, we expect to remain in
compliance with all financial covenants during
fiscal year 2005.

The collateral at September 30, 2004 for the
Credit Facility consists primarily of preferred
mortgages on all eight of our active drilling units
(with an aggregate net book value at Septem-
ber 30, 2004 totaling approximately $384 million).
We are not required 1o maintain compensating
balances; however, we are required to pay a fee
of approximately .80% per annum on the unused
portion of the revolving loan facility and certain
other administrative costs.

The SEASCOUT, a semisubmersible hull
planned for future conversion and upgrade to a
semisubmersible tender assist vessel, continues
to be cold-stacked. The cost to convert and
upgrade the SEASCOUT will be around $70 mil-
lion. There are no current capital commitments
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on the SEASCOUT, with a conversion and
upgrade not to be undertaken until an accept-
able contract opportunity has been secured and
adequate financing is in place. We continue to
periodically increase and adjust our planned
capital expenditures and financing of such ex-
penditures in light of current market conditions.

Qur portfolio of accounts receivable is com-
prised of major international corporate entities
with stable payment experience. Historically, we
have not encountered significant difficulty in
collecting receivables and typically do not re-
quire collateral for our receivables. The insurance
receivable of approximately $25 million at Sep-
tember 30, 2004 relates to repairs being made to
the ATWOOD BEACON. We expect to encounter
no difficulty in collecting these receivables. We
have no allowances for doubtful accounts at
September 30, 2004.

COMMITMENTS (In Thousands)

The following table summarizes our obliga-
tions and commitments at September 30, 2004:

Fiscal Fiscal Fiscal Fiscal

2005 2006 2007 2008
Long-Term Debt(1) . .......... $36,000 $35,000 $36,000 $73,000
Operating Leases ............ 628 647 647 108
$36,628  $36,647 $36647 $73,108

(1) The $55 million loan outstanding under the
revolving credit facility, due 2008, was repaid
from the proceeds of our stock offering in
October 2004 and cash on hand.

Excluded from the above table is interest
associated with borrowings under the Credit
Facility because the applicable interest rate is
variable. After payment of the $55 million revolv-
ing portion of the Credit Facility, the principal
amount outstanding under the Credit Facility
included in the above table is $126 million which
currently bears interest at a rate of approxi-
mately 3.8%.



Critical Accounting Policies

Significant accounting policies are included
in Note 2 to our consolidated financial state-
ments for the year ended September 30, 2004.
These policies, along with the underlying as-
sumptions and judgments made by management
in their application, have a significant impact on
our consolidated financial statements. We iden-
tify our most critical accounting policies as those
that are the most' pervasive and important to the
portrayal of our financial position and results of
operations, and that require the most difficult,
subjective and/or complex judgments by man-
agement regarding estimates about matters that
are inherently uncertain. Our most critical ac-
counting policies are those related to property
and equipment, impairment of assets, income
taxes, and employee stock-based compensation.

We currently operate eight active offshore
drilling units. Alliof these assets are premium
equipment and should provide many years of
quelity service. At September 30, 2004, the
carrying value of'our property and equipment
totaled $401.1 million, which represents 80% of
total assets. This' carrying value reflects the
application of out property and equipment ac-
counting policies, which incorporate estimates,
assumptions and judgments by management
relative to the useful lives and salvage values of
our rigs and vessels. The estimated useful lives
of our drilling units and related equipment range
from 3 years to 2b years and our salvage values
are generally based on 5% of capitalized costs.
Any future increases in our estimates of useful
lives or salvage values will have the effect of
decreasing future depreciation expense in earlier
future years and: spreading the expense to later
years. Any future decreases in our useful lives or
salvage values will have the effect of accelerat-
ing future depreciation expense. For example,
effective October 1, 2003, we extended the
remaining depreciable life of the RICHMOND
from 2 to § years, due to our recent assessment
of the rig's commercial viability, coupled with
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our intent to continue marketing and operating
the rig beyond 2 years. Depreciation expense
was recorded over the past fiscal year on a
straight-line method and will continue to be
recorded on a straight-line method over the next
4 years. However, as a result of the change in
depreciable life and related depreciation ex-
penses being extended into years 3 to 5,
depreciation expense was lower in the last fiscal
year than it otherwise would have been, and the
same will be true for fiscal year 2005.

We evaluate the carrying value of our
property and equipment when events or changes
in circumstances indicate that the carrying value
of such assets may be impaired. Asset impair-
ment evaluations are, by nature, highly subjec-
tive. Operations of cur drilling equipment are
subject to the offshore drilling requirements of oil
and gas exploration and production companies
and agencies of foreign governments. These
requirements are, in turn, subject to fluctuations
in government policies, world demand and price
for petroleum products, proved reserves in rela-
tion to such demand and the extent to which
such demand can be met from onshore sources.
The critical estimates which result from these
dynamics include projected utilization, dayrates,
and operating expenses, each of which impact
our estimated future cash flows. Over the last
ten years, our equipment utilization rate has
averaged approximately 90%; however, if a drill-
ing vessel incurs significant idle time or receives
dayrates below operating costs, its carrying
value could become impaired. The estimates,
assumptions and judgments used by manage-
ment in the application of cur property and
equipment and asset impairment policies reflect
both historical experience and expectations re-
garding future industry conditions and opera-
tions. The use of different estimates,
assumptions and judgments, especially those
involving the useful lives of our rigs and vessels
and expectations regarding future industry con-
ditions and operations, would likely result in



materially different carrying values of assets and
results of operations.

We conduct operations and earn income in
numerous foreign countries and are subject to
the laws of taxing jurisdictions within those
countries, as well as United States federal and
state tax laws. At September 30, 2004, we have
an $18.6 million net deferred income tax liability.
This balance reflects the application of our
income tax accounting policies in accordance
with statement of Financial Accounting Stan-
dards No. 109, “Accounting for Income Taxes''.
Such accounting policies incorporate estimates,
assumptions and judgments by management
relative to the interpretation of applicable tax
laws, the application of accounting standards,
and future levels of taxable income. The esti-
mates, assumptions and judgments used by
management in connection with accounting for
income taxes reflect both historical experience
and expectations regarding future industry con-
ditions and operations. Changes in these esti-
mates, assumptions and judgments could result
in materially different provisions for deferred and
current income taxes.

We currently measure compensation ex-
pense for our employee stock-based compensa-
tion plan using the intrinsic value method
prescribed by Accounting Principles Board
(APB) Opinion No. 25, Accounting for Stock
Issued to Employees and provide pro forma
disclosures of the effect on net income and
earnings per share as if the fair value-based
method had been applied in measuring compen-
sation expense. We have elected to follow APB
Opinion No. 25 because, as further discussed at
Note 2 of the Notes to Consoclidated Financial
Statements, the alternative fair value accounting
provided for under SFAS No. 123, Accounting for
Stock-Based Compensation, requires use of op-
tion valuation models that were not developed
for use in valuing employee stock options and
employee stock purchase plan shares. Under
APB Opinion No. 25, when the exercise price of

employees’ stock options equals the market price
of the underlying stock on the date of the grant,
no compensation expense is recognized.

On March 31, 2004, the FASB issued a
proposed Statement, Share-Based Payment, that
addresses the accounting for share-based pay-
ment transactions in which an enterprise re-
ceives employee services in exchange for
{a) equity instruments of the enterprise or
(b) liabilities that are based on the fair value of
the enterprise’s equity instruments or that may
be settled by the issuance of such equity
instruments. The proposed Statement would
eliminate the ability to account for share-based
compensation transaction using APB Opinicn
No. 25 and generally would require instead that
such transactions be accounted for using a fair-
value-based method. If adopted, it is currently
anticipated that the proposed Statement would
be effective for us beginning in the fourth
quarter of fiscal year 2005.

RECENTLY ISSUED ACCOUNTING
PRONOUNCEMENTS

In December 2003, the FASB issued a
revised version of Interpretation No. 46, ‘Consol-
idation of Variable Interest Entities — An Inter-
pretation of ARB No. 51 ("'FIN 46-R'’") which was
originally issued in January 2003. A variable
interest entity (‘“'VIE") is created when: (i) the
equity investment at rigk is not sufficient to
permit the entity from financing its activities
without additional subordinated financial support
for other parties; (ii) equity holders at risk either:
(a) lack direct or indirect ability to make deci-
sions about the entity, (b) are not obligated to
absorb expected losses of the entity or (¢) do not
have the right to receive expected residual
returns of the entity if they occur; or (iii} the
equity holders have voting rights that are dispro-
portionate to their economic interests, and the
activities of the VIE involve or are conducted on
behalf of an equity holder with a disproportion-
ately small voting interest. If an entity is deemed



to be a VIE, pursuant to FIN 46-R, an enterprise
that absorbs the majority of the expected losses
of the VIE is considered the primary beneficiary
and must consolidate the VIE. The application of
FIN 26 (as amended by FIN 46-R) is required in
financial statements of public entities that have
interest in variable interest entities or potential
variable interest entities commonly referred to as
special-purpose entities for periods ending after
December 15, 2003. Application by public enti-
ties (other than small business issuers) for all
other types of entities is required in financial
statements for pericds ending after March 15,
2004. We adopted this interpretation in Decem-
ber 2003 and implementation of this interpreta-
tion did not have a material effect on our results
of operations, our financial position or cash
flows.

In December 2003, the Securities and Ex-
change Commission issued Staff Accounting
Bulletin (‘“SAB"’) No. 104, “Revenue Recogni-
tion,"" which supersedes SAB No. 101, “"Revenue
Recognition in Financial Statements.”

SAB No. 104’s primary purpose is to rescind
accounting guidance contained in SAB No. 101
related to multiple element revenue arrange-
ments, which was superseded as a result of the
issuance of Emerging Issues Task Force ("EITF")
No. 00-21, “Revenue Arrangements with Multi-
ple Deliverables.”” While the wording of

SAB No. 104 has changed to reflect the issuance
of EITF No. 00-21, the revenue recognition
principles of SAB:No. 101 remain largely un-
changed by the issuance of SAB No. 104. The
implementation of SAB No. 104 is not expected
to affect our financial position, results of opera-
tions or cash flows.
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DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk, including
adverse changes in interest rates and foreign
currency exchange rates as discussed below.

Interest Rate Risk

All of the $181 million of long-term debt
outstanding at September 30, 2004, was floating
rate debt. As a result, our annual interest costs
in fiscal year 2005 will fluctuate based on
interest rate changes. Because the interest rate
on our long-term debt is a floating rate, the fair
value of our long-term débt approximates carry-
ing value as of September 30, 2004. The impact
on annual cash flow of a 10% change in the
floating rate (approximately 40 basis points)
would be approximately $0.7 million, which we
believe to be immaterial. We did not have any
open derivative contracts relating to our floating
rate debt at September 30, 2004.

Foreign Currency Risk

Certain of our subsidiaries have monetary
assets and liabilities that are denominated in a
currency other than their functional currencies.
Based on September 30, 2004 amounts, a de-
crease of 10% in the foreign currency value
relative to the United States dollar from the year-
end exchange rates would not result in a
material foreign currency transaction loss. Thus,
we consider our current risk exposure to foreign
currency exchange rate movements, based on
net cash flows, to be immaterial. We did not
have any open derivative contracts relating to
foreign currencies at September 30, 2004,



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Atwood Oceanics, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of operations, of cash flows and of changes in shareholder's equity present fairly, in all
material respects, the financial position of Atwood QOceanics, Inc. (the ““Company’’) and its subsidiaries
as of September 30, 2004 and September 30, 2003, and the results of their operations and their cash
flows for each of the three years in the period ended September 30, 2004, in conformity with
accounting principles generally accepted in the United States of America. These financial statements
are the responsibility of the Company's management. Our responsibility is to express an opinion cn
these financial statements based on our audits. We conducted our audits of these statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a
test hasis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the cverall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

PricewaterhouseCoopers LLP

Houston, Texas
December 10, 2004
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Atwood Oceanics, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEETS

September 30,

(In thousands) 2004 . 2003
ASSETS
CURRENT ASSETS:
Cash and cash equivalents . . ... ... i e e e S 16,416 § 21,551
ACCOUNES I18CRIVADIE . . . e 32,475 30,864
Insurance receivable. . ................. e 25,433 —
Income tax receivable ... .. e — 3,278
Inventories of materials and SUPPLHES ... oo e e 12,648 12,583
Deferred tax aSSetS . . ..t e e 290 550
Prepaid expenses and other . ... ... e 5,704 7,186
Total CuIrent ASSELS . . . et e e 92,966 76,012
NET PROPERTY AND EQUIPMENT .. .. e e 401,141 443,102
DEFERRED COSTS AND OTHER ASSETS . . vttt et e e 4,829 3,660
$498,936 $522,674
LIABILITIES AND SHAREHOLDERS’' EQUITY
CURRENT LIABILITIES: ,
Current maturities of long-term debt. .. ... . . $ 36,000 $ 24,000
Accounts payable . .. ... 9,398 10,403
Accrued Habilities . . oo 13,822 8,851
Deferred Credits . . .o oo 833 6,695
Total Current Liabilities . ... 60,053 49,949
LONG-TERM DEBT, net of current maturities. .. ........oouveeiine ... 145,060 181,000
OTHER LONG-TERM LIABILITIES:
Deferred INCome taxeS . oot e 18,930 21,217
Deferred credits and Other. . ... o 3,364 7,041
22,294 28,258
COMMITMENTS AND CONTINGENCIES (NOTE 10)
SHAREHOLDERS' EQUITY:
Preferred stock, no par value; 1,000,000 shares authorized, none outstanding . . — —
Common stock, $1 par value; 20,000,000 shares authorized with 13,873,000

and 13,851,000 issued and outstanding at September 30, 2004 and 2003,

TESPECHIVEIY L e e 13,873 13,851
Paid-in capital ... . ... 57,917 57,404
Retalned GammIIIgS . . - vt et e e e e 199,793 192,212

Total Shareholders’ Equity . . ..o e 271,589 263,467

$498,936 $522,674

The accompanying notes are an integral part of these consolidated financial statements.
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Atwood Oceanics, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended September 30,

(In thousands, except per share amounts) 2004 2003 2002
REVENUES:
Contract drilling . . .. ... .. . $161,074 $144,765 $149,1567
Business interruption proceeds . . ... e 2,380 — —
163,454 144,765 149,157
COSTS AND EXPENSES:
Contract drilling . . . ... . oo 98,936 98,500 75,088
Depreciation . . .o 31,682 25,758 23,882
General and adminiStrative . ... o e 11,389 14,015 10,080
141,907 138,273 109,050
OPERATING INCOME . .. .. i 21,647 6,492 40,107
OTHER INCOME (EXPENSE):
Interest expense, net of capitalized interest . .................... (9,202) (5,014) (1,658)
Investment inCOmMe . ... .. 57 158 328
(9,145) (4,856) {1,330)
INCOME BEFORE INCOME TAXES ... i 12,402 1,636 38,777
PROVISION FOR INCOME TAXES . ... e 4,815 14,438 10,492
NET INCOME (LOSS) . o\t $ 7,587 $(12,802) $ 28,285
EARNINGS (LOSS) PER COMMON SHARE:
BaSIC ot S 055 $ (092) § 204
Diluted. .. oo e 0.54 (0.92) 2.02
AVERAGE COMMON SHARES OUTSTANDING:
BaSIC ot 13,859 13,846 13,839
Diluted. . .o 14,032 13,846 13,954

The accompanying notes are an integral part of these consolidated financial statements.
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Atwood Oceanics, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

For Years Ended September 30,

(In thousands) 2004 2003 2002
CASH FLOW FRON OPERATING ACTIVITIES:
Net NComME (I0SS) . o oottt e e e e S 7,587 $ (12,802) §$28,285
Adjustments to reconcile net income to net cash provided by
operating activities:
DEPreciation . ..« o vttt e 31,5682 25,758 23,882
Amortization of debt issuance costs. ... .. 711 2,101 358
Amortization of deferred items ... ..o e 603 185 77
Deferred federal income tax provision (benefit) ......... .. .. ... ... ... .. (2,040) 5,350 2,500
(Gain) 1oss 00 8ale Of 8SSEES .« o\ vt vttt e 163 (421)
Changes in assets and liabilities:
Increase in accounts 1eceivable . ...ttt 1,667 (5,200) (8,930)
Increase in iNSUIANCe I1eCeivable . . oottt i e (9,133) — —
INCTEase IN INVENTOIV . . . oo ottt et e e et e (65) (3,449) (23)
Increase in deferred costs and other assets . ... nenn... (970) (94) (6,275)
Increase (decrease) in accounts payable ... (487) 4,780 759
Increase (decrease) in accrued Habilities . ..o ii i i n i 4,971 {4,958) 600
Increase in deferred cr_edits and other liabilities . ......... ... ... ... .... (3,678) 4051 6,615
Net mobilization fees and credifS . ..ottt it e e (5,311) (1,062) (1,177)
Other ABCTEASES « « . v v vttt e e e e e 13 (565) (3,229)
18,026 26,476 15,157
Net Cash Provided by Operating Activities ............. ... . .. ou.. 25,613 13,674 43,442
CASH FLOW FROM INVESTING ACTIVITIES:
Capital eXpendituIBs . . ..ottt et et e (6,527) (101,819) (89,416}
Non-cash portion of capital expenditures ........ ... ... .. ... .. 0. — — 1,269
Proceeds from sale 0f ASSELS ... . i — 1,131 —
(@ 1= O — (23) 92
Net Cash Used by Investing Activities ....... ... ... ... ... ... ... (6,527) (100,711) (88,055)
CASH FLOW FROM FINANCING ACTIVITIES:
Proceeds from exercises of Stock OpLIONS ... .vv it i 460 78 181
Debt issuance costs paid ... ... (681) (4,122) (657)
Proceeds from credit facilities .. ... oo e —_ 264,500 60,000
Proceeds from short-term note payable .. ... ... i i — — 6,154
Principal payments on debt .. .. ... . (24,000) (179,523) (6,131)
Net Cash Provided by Financing Activities .......... ... ... . ... ... (24,221) 80,933 59,647
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS .......... S (5,135) $ (6104) $ 15,034
CASH AND CASH EQUIVALENTS, at beginning of period ................... $21,6561 § 27655 §$12,621
CASH AND CASH EQUIVALENTS, atend of period. . ... $16,416 $ 21551 $27.655
Supplemental discldsure of cash flow information:
Cash paid during the year for domestic and foreign income taxes........... S 5548 ¢ 7914 $10,589
Cash paid during the year for interest, net of amounts capitalized .......... $ 9,208 $ 4003 $ 1,704
Non-cash Activities:
Increase in receivable related to reduction in value of the ATWOOD BEACON § 16,300 $ — $ —

The accompanying notes are an integral part of these consolidated financial statements.
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Atwood Oceanics, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Total
Common Stock Paid-in Retained Stockholders'’
(In thousands) Shares  Amount Capital Earnings Equity
September 30, 2001 . ... ... . o 13,832 $13,832 $57,075 $176,729  $247,636
Netincome ........... it .. — — — 28,285 28,285
Exercise of employee stock options. ........... 13 13 168 — 181
Tax benefit from exercise of employee stock
OPLIONS « vt — — 31 — 31
September 30, 2002 .. ... . ... 13,845 13,845 57,274 205,014 276,133
Net loSs .o e — — — (12,802) (12,802)
Exercise of employee stock options............ 6 6 72 — 78
Tax benefit from exercise of employee stock
OPLIONS . .o e — — b8 — 58
September 30, 2003 ... ... .. 13,861 13,851 57,404 192212 263,467
Net income . ... i — — — 7,587 7,587
Exercise of employee stock options. ........... 22 22, 438 — 460
Tax benefit from exercise of employee stock
OPEIOMS o — — 75 — 75
September 30, 2004 . ... ... 13,873 $13,873 $57,917 $199,799  $271 589

The accompanying notes are an integral part of these consolidated financial statements.
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Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — NATURE OF OPERATIONS

Atwood Oceanics, Inc., together with its
wholly owned subsidiaries (collectively referred
to herein as "wel’, “our” or the “Company’’), is
engaged in offshore drilling and completion of
exploratory and developmental oil and gas wells
and related support, management and consulting
services principally in international locations.
Presently, we own and operate a premium,
modern fleet of eight mobile offshore drilling
units and are involved in maintenance of two
operator-owned platform drilling units in North-
west Australia for future drilling programs. In
December 2000, we purchased a semisubmer-
sible unit for a future conversion to a tender
assist vessel once an acceptable contract oppor-
tunity is secured (see Note 3). Currently, we are
involved in active operations in the territorial
waters of Australia, Malaysia, Egypt, and the
United States.

NOTE 2 — SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Consolidation —

The consolidated financial statements in-
clude the accounts of Atwood Oceanics, Inc. and
all of its wholly owned domestic and foreign
subsidiaries. All significant intercompany ac-
counts and transactions have been eliminated in
consolidation.

Foreign exchange —

The United [States dollar is the functional
currency for all areas of our operations. Accord-
ingly, monetary assets and liabilities denomi-
nated in foreign ‘currency are remeasured to
United States dallars at the rate of exchange in
effect at the end of the year, items of income
and expense are remeasured at average monthly
rates, and propetty and equipment and other
nonmonetary amounts are remeasured at histori-
cal rates. Gains and losses on foreign currency
transactions and remeasurements are included in
contract drilling costs in the consolidated state-
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ments of operations. We recorded no foreign
exchange gains or losses during fiscal year 2004
and recorded a foreign exchange loss of $.9 mil-
lion in fiscal year 2003 and a foreign exchange
gain of $.1 million in fiscal year 2002.

Accounts Receivable —

We record trade accounts receivable at the
amount we invoice our customer. These ac-
counts do not bear interest. Qur portfolio of
accounts recelivable is comprised of major inter-
national corporate entities and government orga-
nizations with stable payment experience.
Historically, our uncollectible accounts receivable
have been immaterial, and typically, we do not
require collateral for our receivables. We provide
an allowance for uncollectible accounts, as nec-
essary, on a specific identification basis. How-
ever, we had no allowance for doubtful accounts
at September 30, 2004 or 2003.

Inventories of Material and Supplies —

Inventories consist of spare parts, material
and supplies held for consumption and are
stated principally at the lower of average cost or
market, net of reserves for excess and obsolete
inventory of $1.3 million at both September 30,
2004 and 2003.

Property and equipment —

Property and equipment are recorded at
cost. Interest costs related to property under
construction are capitalized as a component of
construction costs. With our upgrades and new
rig construction programs completed at the end
of fiscal year 2003, we had no capitalized
interest during fiscal year 2004. Interest capital-
ized during fiscal 2003 and 2002 was $3.3 million
and $2.3 million, respectively.

Once a rig is placed in service, it is
depreciated on the straight-line method over its
estimated useful life, with depreciation discon-
tinued only during the period when a drilling
unit is out of service while undergeing a



Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

significant upgrade that extends its useful life.
Our estimated useful lives of our various classifi-
cations of assets are as follows:

Years

Drilling vessels and related equipment ......... 5-25
Drill pipe . ... o 3
Fumniture and other. . ........ ... ... . 3-10

Maintenance, repairs and minor replace-
ments are charged against income as incurred;
major replacements and upgrades are capitalized
and depreciated over the remaining useful life of
the asset as determined upon completion of the
work. The cost and related accumulated depreci-
ation of assets sold, retired or otherwise dis-
posed are removed from the accounts at the
time of disposition, and any resulting gain or
loss is reflected in the Consolidated Statements
of Operations for the applicable period.

Impairment of property and equipment —

We periodically evaluate our property and
equipment to determine that their net carrying
value is not in excess of their net realizable
value. These evaluations are performed when our
Company has sustained significant declines in
utilization and dayrates and recovery is not
contemplated in the near future. We consider a
number of factors such as estimated future cash
flows, appraisals and current market value analy-
sis in determining net realizable value. Assets
are written down to their fair value if they are
below their net carrying value.

Deferred drydocking costs —

We defer the costs of scheduled drydocking
and charge such costs to expense over the
period to the next scheduled drydocking {(nor-
mally 30 months). At September 30, 2004 and
2003, deferred drydocking costs totaling $0.8 mil-
licn and $0.4 million, respectively, were included
in Deferred Costs and Other Assets in the
accompanying Consolidated Balance Sheets.
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Income taxes —

We account for income taxes in accordance
with Statement of Financial Accounting Stan-
dards (‘SFAS’") No. 109 “Accounting for Income
Taxes’'. Under SFAS No. 109, deferred income
taxes are recorded to reflect the tax conse-
quences on future years of differences between
the tax basis of assets and liabilities and their
financial reporting amounts at each year-end
given the provisions of enacted tax laws in each
respective jurisdiction. Deferred tax assets are
reduced by a valuation allowance when, based
upon management’s estimates, it is more likely
than not that a portion of the deferred tax assets
will not be realized in a future period.

Revenue recognition —

We account for drilling and management
contract rtevenue in accordance with the term of
the underlying drilling or management contract.
These contracts generally provide that revenue is
earned and recognized on a daily basis. We
provide crewed rigs to customers on a daily rate
(i.e. "dayrate’) basis. Dayrate contracts can be
for a specified period of time or the time
required to drill a specified well or number of
wells. Revenues from dayrate drilling operations,
which are classified under contract drilling ser-
vices, are recognized on a per day basis as the
work progresses. In addition, business interrup-
tion proceeds are also recognized on a per day
basis. See Note 3 for further discussion of the
ATWOOD BEACON incident.

Deferred fees and costs related to mobiliza-
tion periods —

Lump-sum fees received as compensation
for the cost of relocating drilling rigs from one
major operating area to another, whether re-
ceived at commencement or upon termination of
the drilling contract, are recognized as earned on
a straight-line method over the term of the
related drilling contract, as are the dayrates
associated with the drilling contract. Dayrates
are typically earned uniformly for a particular



Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

level of service over the life of a contract. In
addition, we defer the mobilization costs relating
to moving a drilling rig to a new area and
amortize such costs on a straight-line basis over
the life of the applicable drilling contract as well.
Contract revenues and drilling costs are reported
in the Statements of Operations at their gross
amounts.

At September 30, 2004 and 2003, deferred
mobilization revenues totaled $0.8 million and
$3.3 million, respectively, and deferred mobiliza-
tion costs totaled $0.4 million and $0.9 million,
respectively. Deferred mobilization revenues and
deferred mobilization costs are classified as
current or long-term in the accompanying Con-
solidated Balance Shests based on the expected
term of the applicable drilling contracts.

Cash and cash equivalents —

Cash and cash equivalents consist of cash
in banks and highly liquid debt instruments,
which mature within three months of the date of
purchase.

Insurance receivable —

As of September 30, 2004, we have an
insurance receivable of $25.4 million related to a
claim filed as a result of damage sustained by
the ATWOOD BEACON in July 2004 while
positioning for its next well offshore Indonesia.
We expect to collect this receivable during fiscal
year 2005. See Note 3 for further discussion
regarding the ATWOOD BEACON incident.

Earnings pericommon share —

Basic and diluted earnings per share have
been computed in accordance with
SFAS No. 128, "'Earnings per Share'’ (EPS).
“Basic” EPS excludes dilution and is computed
by dividing net income (loss) by the weighted-
average number of common shares outstanding
for the pericd. "'Diluted’” EPS reflects the issu-
ance of additional shares in connection with the
assumed conversion of stock options.
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The computation of basic and diluted earn-
ings per share under SFAS No. 128 for each of
the past three fiscal years is as follows {(in
thousands, except per share amounts):

Per Share

Net Income  Shares Amount

Fiscal 2004:
Basic earnings per
share
Effect of dilutive
securities —
Stock options

13,859 $0.55

173 (0.01)

Diluted earnings per
share

Fiscal 2003:
Bagic earnings per
share
Effect of dilutive
securities —
Stock options

14,032 3054

13,846  $(0.92)

Diluted earnings per

share 13,846 $(0.92)

Fiscal 2002:
Basic earnings per
share
Effect of dilutive
securities —
Stock options

13,839 $2.04

..... 156

(0.02)

Diluted earnings per
share

............ $28285 13,994 $2.02

The calculation of diluted earnings per share
for the years ended September 30, 2004, 2003
and 2002 excludes consideration of shares of
common shares which may be issued in connec-
tion with outstanding stock options of 101,275,
825,000 and 183,000, respectively, (see Note 6)
because such options were antidilutive. These
opticns could potentially dilute basic EPS in the
future.

Stock-Based compensation —

Statement of Financial Accounting Stan-
dards ("'SFAS’") No. 123, ""Accounting for Stock-
Based Compensation’ allows companies the
choice of either using a fair value method of



Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

accounting for options, which would result in
expense recognition for all options granted, or
using an intrinsic value method as prescribed by
Accounting Principles Board (“APB’’) Opinion
No. 25, “Accounting for Stock Issued to Employ-
ees'’, with pro forma disclosure of the impact on
" net income {loss) of using the fair value option
expense recognition method.

We apply the recognition and measurement
principles of APB Opinion No. 25 and related
intérpretations. Accordingly, no compensation
costs have been recognized in net income from
the granting of options pursuant to its stock
option plans, as all options granted under those
plans had an exercise price equal to the market
value of the underlying common stock on the
date of grant. See Note 6 for additional informa-
tion related to our stock incentive plans.

Had compensation costs been determined
based on the fair value at the grant dates
consistent with the method of SFAS No. 123, cur
net income and earnings per share would have
been reduced to the pro forma amounts indi-
cated below (in thousands, except for per share
amounts):

FISCAL FISCAL FISCAL
2004 2003 2002

Net (loss) income, as reported § 7,587 $(12,802) $28,285
Deduct: Total stock-based

employee compensation

expense determined under

fair value based method for

all awards, net of related

tax effects . .............. (2,617) (2,150) (1,696)
Pro Forma, net income . . .. .. $ 5,070 $(14,952) $26,589
Earnings per share:

Basic — as reported ... ... S 055 % (092)3 204

Basic — pro forma........ S 037 3% (1083 192

Diluted — as reported . . . .. S 054 % (092)3$ 202

Diluted — pro forma . ... .. S 036 % (1.08)% 190

The fair value of grants made for the past
three fiscal years were estimated on the date of
grant using the Black-Sholes Option Pricing

model with the following weighted-average
assumptions:

FISCAL FISCAL FISCAL

2004 2003 2002
Risk-Free Interest Rate . 4.38% 3.68% 3.58%
Expected Volatility .. ... .. 50.00% 50.00% 46.95%

Expected Life (Years) ... .. 6 6 6-7

Dividend Yield........... None None None

USE OF ESTIMATES —

The preparation of financial statements in
conformity with generally accepted accounting
principles requires management to make exten-
sive use of estimates and assumptions that
affect the reported amounts of assets and liabili-
ties and disclosure of contingent assets and
liabilities at the date of the financial statements
and the reported amounts of revenues and
expenses during the reporting period. Actual
results could differ from those estimates.

NOTE 3 —PROPERTY AND EQUIPMENT

A summary of property and equipment by
classification is as follows (in thousands):

September 30,

2004 2003
Drilling vessels and related
equipment
Cost oo $ 608,584 $618,943
Accumulated depreciation . .. (211,644) (181,929)
Net book value........... 397,040 437,019
Drill Pipe
Cost ..o 10,240 10,224
Accumulated depreciation . . . (7,259) (6,010)
Net book value........... 2,981 4214
Furniture and other
Cost oot 7,635 9,072
Accumulated depreciation . .. (6,615) (7,203)
Net book value........... 1,120 1,869
NET PROPERTY AND
EQUIPMENT ............. $401,141 $443,102




Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

ATWOOD HUNTER —

In 1997, the ATWOOD HUNTER was initially
upgraded to extend its water-depth drilling
capabilities to 3,600 feet at an aggregate cost of
approximately $40 million. From June 2001 to
November 2001, the ATWOOD HUNTER was in
a shipyard in the United States undergoing
another upgrade which included among other
improvements, the extension of its water-depth
drilling capacity to 5,000 feet for certain environ-
mental conditions, new 120 bed living quarters,
a new high capdcity crane and the enhancement
of its completion and sub-sea tree handling
capabilities. The aggregate cost of this upgrade
and improvemerits was approximately
$58 million.

ATWOOD EAGLE —

In January 2000, the water depth drilling
capability of the ATWOOD EAGLE was in-
creased from 2,500 feet to 3,300 feet at a cost of
approximately $8 million. From April 2002 to late
November 2002, the ATWOOD EAGLE was in a
shipyard in Greece undergoing another upgrade
which included among other improvements, the
extensions of its water-depth drilling capacity to
5,000 feet, new 120 bed living quarters, two new
high capacity cranes and the enhancement of its
completion and sub-sea tree handling capabili-
ties. The aggregate cost of this upgrade and
improvements was approximately $90 million.

RICHMOND —

During August and September 2000, the
RICHMOND was upgraded and refurbished at an
aggregate cost of approximately $7 million. The
upgrade included, among other improvements,
the installation of suction piles and the refurbish-
ment of its living quarters.

ATWOOD FALCON —

The ATWOOD FALCON was upgraded in
1998, at a cost of approximately $45 million.
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SEAHAWK —

In January 2000, the SEAHAWK commenced
drilling under its four-year contract extension in
Malaysia following completion of its approximate
$22 million upgrade.

VICKSBURG —

In 1998, the VICKSBURG was refurbished
and upgraded at a cost of approximately
$35 million.

ATWOQOOD SOUTHERN CROSS —

In 1997, the ATWOOD SOUTHERN CROSS
was refurbished and upgraded to achieve
2,000 feet water-depth drilling capabilities at an
aggregate cost of approximately $35 million.

ATWOOD BEACON —

In July 2001, we entered into a vessel
construction agreement to construct an ultra-
premium jack-up drilling unit in Singapore. The
construction and commission of the drilling unit
was completed in July 2003 at a total cost,
including owner furnished equipment and capi-
talized interest, of approximately $120 million
and subsegquently was placed into service in
August 2003.

On July 25, 2004, the ATWOOD BEACON
incurred damage to all three legs and the derrick
while positioning for its next well offshore
Indonesia. The rig and its damaged legs were
transported to the builder's shipyard in Singa-
pore for inspections and repairs. We expect all
repairs to be completed in January 2005. We
have insurance to cover the costs of repairs in
excess of a $1 million deductible which was
recorded as an expense in the fourth quarter of
fiscal year 2004. At September 30, 2004, the book
basis of the ATWOOD BEACON has been re-
duced by $16.3 million which is the estimated
reduction in value caused by the incident. In
addition, $7.7 million of costs were incurred
related to the recovery of the rig of which
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$6.7 million is recorded as an insurance receiva-
ble at September 30, 2004 and $1.0 million was
expensed during the fourth quarter of fiscal year
2004 to account for the insurance deductible. We
also have loss of hire insurance coverage of
$70,000 per day up to 180 days, which began
after a 30-day waiting period commencing

July 28, 2004. Revenue recognized from this
insurance coverage totaled approximately

$2.4 million in fiscal year 2004 and is reflected as
business interruption proceeds on the Consoli-
dated Statement of Operations. Accordingly, a
$2.4 million insurance receivable is recorded
related to these revenues as of September 30,
2004.

SEASCOUT —

On December b, 2000, we purchased the
semisubmersible unit SEASCOUT for $4.5 million
and subsequently have made certain improve-
ments related to engineering and equipment
removal. We purchased this unit for conversion
and upgrade to a semisubmersible tender assist
vessel. The conversion and upgrade will not be
undertaken until an acceptable contract opportu-
nity has been secured. The rig is currently cold
stacked while awaiting an opportunity for an
acceptable contract.

NOTE 4 — Debt
LONG-TERM DEBT —

A summary of long-term debt is as follows
(in thousands):

September 30,
2004 2003

Credit facility, bearing interest
(market adjustable) at
approximately 4.00% per annum
at September 30, 2004 ... ......

Less — cuwrirent maturities . ... ... .

$181,000 $205,000
36,000 24,000

$145,000 $181,000

On April 1, 2003, we executed a $225 mil-
lion senior secured credit facility, or the Credit
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Facility, with four industry banks to refinance
our prior existing indebtedness and to provide
for on-going working capital and general corpo-
rate needs. In June 2003, the borrowing capacity
under the Credit Facility was increased to

$250 million, with five additional banks joining
the syndication group. The Credit Facility con-
tains financial covenants, including but not
limited to, requirements for maintaining certain
net worth and other financial ratios, and restric-
tions on disposing of any material assets, paying
cash dividends or repurchasing any of our
outstanding common stock and incurring any
additional indebtedness in excess of $3 million.
In June 2003, we also amended the Credit
Facility to increase the allowed ratio limit of
outstanding debt to earnings before interest,
income taxes and depreciation. However, the
ratio, as amended in June 2003, was based upon
estimates that did not assume a continuing
decline in market conditions which negatively
impacted our fiscal year 2003 fourth quarter
results. Therefore, in November 2003, the Credit
Facility was further amended, effective as of
September 30, 2003, to redefine the calculation
of the ratio of outstanding debt to earnings,
before interest, income taxes and depreciation.
The November amendment increased the per-
mitted ratio levels from 5.75 to 6.25 at Decem-
ber 31, 2003, reducing to 550 at March 31 and
June 30, 2004, 4.00 at September 30, 2004 and
3.00 thereafter. We are in compliance with all
financial covenants at September 30, 2004 and
expect to remain in compliance with all financial
covenants during fiscal year 2005. Further, at all
times during fiscal year 2002, 2003 and 2004
when we were required to determine compliance
with our financial covenants, we were in compli-
ance with the covenants. Aside from the finan-
cial covenants, no other provisions exist in the
Credit Facility that could result in acceleration of
the April 1, 2008 maturity date.

The Credit Facility consists of a b-year
$150 million amortizing Term Loan Facility and a
b-year $100 million non-amortizing revolving loan
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facility. The term loan facility requires quarterly
payments of $6 million commencing on Decem-
ber 31, 2003, increasing to quarterly payments of
$9 million commencing on December 31, 2004
until maturity on April 1, 2008. The Credit
Facility permits prepayment of principal at any-
time without incurring a penalty. At Septem-
ber 30, 2004, we had $55 million outstanding
under the revolving loan facility and $126 million
outstanding under the term loan facility. In
October 2004, we repaid the $55 million out-
standing under the revolving loan facility from
proceeds received from the public offering of
1,175,000 shares of our common stock and cash
on hand. The collateral at September 30, 2004 for
the Credit Facility consists primarily of preferred
mortgages on all eight of our active drilling units
(with an aggregate net book value at Septem-
ber 30, 2004 totaling approximately $384 million).
We are not required to maintain compensating
balances; howevier, we are required to pay a fee
of approximately .80% per annum on the unused
portion of the revolving loan facility and certain
other administrative costs.

The Credit Facility also supports issuance,
when required, of standby letters of guarantee.
At September 30, 2004, standby letters of guar-
antee in the aggregate amount of approximately
$1.5 million were outstanding.

Future maturities of long-term debt are as
follows (in thousands):

Figcal Year Amount
2005 $ 36,000
2008 .. 36,000
2007 e 36,000
2008 . 73,000
$181,000
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NOTE 5 — INCOME TAXES

Domestic and foreign income before income
taxes for the three-year period ended Septem-
ber 30, 2004 is as follows (in thousands):

FISCAL FISCAL FISCAL

2004 2003 2002
Domestic income (loss) $ 1,094 $(5112) $ 5,076
Foreign income ........ 11,308 6,748 33,701
$12,402 $1.636 $38,777

The provision (benefit) for domestic and
foreign taxes on income consists of the following
{(in thousands):

FISCAL  FISCAL FISCAL
2004 2003 2002
Current — domestic . . ... S 277 $ 361 $(3,025)
Deferred — domestic . ... (990) 700 2,500
Current — foreign .. .. ... 6,578 8,727 11,017
Deferred — foreign ... ... {1,050) 4,650 —
$ 4,815 314438 $10,492

Virtually all of our tax provision for the
current and prior fiscal years relates to taxes in
foreign jurisdictions. Due to the low level of
operating income in the United States during
the current fiscal year, and the operating loss in
the United States in the prior fiscal year, in
addition to operating losses in certain nontaxable
foreign jurisdictions for both fiscal years, our
effective tax rate for the fiscal year 2004 exceeds
the United States statutory rate and significantly
exceeded the United States statutory rate during
fiscal year 2003.

In connection with our restructuring in fiscal
year 2003, operational changes, uncertainty of
proposed changes in laws, and uncertainty in
the application of existing laws caused us to
reassess our intention to implement other tax
planning strategies related to Malaysian and
Australian rigs. As a result of that reassessment,
we determined that such strategies were no
longer viable given the potential risks involved.
Therefore, we recorded deferred foreign tax
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liabilities of $4.7 million relating to Australian
and Malaysian taxes in fiscal year 2003. This
deferred tax expense had no cash effect during
fiscal year 2003.

The components of the deferred income tax
assets (liabilities) as of September 30, 2004 and
2003 are as follows (in thousands):

September 30,

2004 2003
Deferred tax assets —
Net operating loss
carryforwards . ........... .. S 5130 § 5368
Tax credit carryforwards. ... ... 1,250 1,680
Book accruals .. ... L 260 550
6,640 7,508
Deferred tax liabilities —
Difference in book and tax
basis of equipment ......... (24,090) (27,23b)
Deferred income. ............. (820) —
(24,910) (27,235)
Net deferred tax assets
(liabilities) before valuation
allowance ................... (18,270)  (19,727)
Valuation allowance............. (370) (840)
$(18,640) $(20,667)
Net current deferred tax assets... § 290 § 5650
Net noncurrent deferred tax
liabilities .. .................. (18,930) (21,217)
$(18,640) $(20,667)

All of the $5.1 million of Australian net
operating loss carryforwards and $0.9 million of
the $1.3 million of United States tax credit
carryforwards do not expire. Management esti-
mates these tax attributes will be utilized to
offset tax obligations in future periods. However,
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$0.4 million of the United States tax credit
carryforwards expire in 2008, and management
estimates these credits will not be available to
reduce future tax obligations. Thus, a $0.4 mil-
lion valuation allowance is recorded as of Sep-
tember 30, 2004. An analysis of the change in
the valuation allowance during the current fiscal
year is as follows (in thousands):

Valuation Allowance as of September 30, 2003 . . 940
Utilization of foreign tax credit carryforwards (570)
Valuation Allowance as of September 30, 2004 .. $ 370

We do not provide federal income taxes on
the undistributed earnings of our foreign subsidi-
aries that we consider to be permanently rein-
vested in foreign operations. In addition, there
was no cumulative amount of such undistributed
earnings at September 30, 2004.

The differences between the statutory and
the effective income tax rate are as follows:

FISCAL FISCAL FISCAL
2004 2003 2002
Statutory income tax rate 35% 35% 35%
Impact of foreign
recrganization ......... —_ 361 —
Prior period foreign tax
tTUe-ups . ... (3) — —
Increase (decrease) in tax
rate resulting from —
Foreign tax rate
differentials, net of
foreign tax credit
utilization . ............ 7 487 8
Effective income tax rate..

39% 8% 27%
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NOTE 6 — CAPITAL STOCK
PREFERRED STOCK —

In 1975, 1,000,000 shares of preferred stock with no par value were authorized. No shares have
been issued.

EQUITY INCENTIVE PLANS —

We have a stock incentive plan (2001 Plan’') whereby 1,000,000 shares of common stock may be
granted to officers, board members and key employees through December 5, 2011. At September 30,
2004, options to purchase 355,000 shares were outstanding under this Plan. We also have options
outstanding to purchase 578,525 shares under a 1996 Plan and 49,150 shares under a 1990 Plan;
however, under the 1996 and 1990 Plans, no additional shares are reserved for grant. Under all plans,
the exercise price of each option equals the market price of one share of our common stock on the
date of grant, with all outstanding options having a maximum term of 10 years. Options vest over a
period from the end of the first to the fourth year from the date of grant under the 2001 Plan and from
the end of the second to the fifth year from the date of grant under the 1996 and 1990 Plans. Each
option is for the purchase of one share of our common stock. The stock incentive plans also provide for
other types of awards, including but not limited to, restricted stock awards. To date, no awards other
than options have been granted under the plans. All stock incentive plans currently in effect have been
approved by the shareholders of our outstanding common stock.

A summary of the status of our Plans as of September 30, 2004, 2003 and 2002, and changes
during the years ended on those dates is presented below:

Fiscal Fiscal Fiscal
2004 2003 2002
Weighted
Number Average Weighted Weighted
of Exercise Number of Average Number of Average
Options Price Options Exercise Price Options Exercise Price
Qutstanding at beginning of Year...... 823,575 §31.37 825,075 $31.27 672,675 $30.93
Granted ...... . ... . i 185,000 27.65 20,000 28.69 171,500 31.46
Exercised............... ... .. (21,400) 21.53 (6,000) 13.10 (13,100) 13.83
Forfeited ....... ... ... ... .. .. .... (4,500) 31.07 (15,500) 26.78 (6,000) 39.73
Expired ... .. o — —_ — — — —
Outstanding at end of year ........... 982,675 $30.92 823,675 $31.37 825,075 $31.27
Exercisable at end of year ............ 547,800 $31.33 431,325 $30.32 272,225 $28.30
Available for grant at end of Year ...... 700,625 881,125 885,625
Weighted-average fair value of options
granted during the Year ............ $ 14.15 $ 1470 $ 1587
38
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The following table summarizes information about stock options outstanding at September 30,

2004;

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Range of Average Average Average

Exercise Remaining Exercise Exercise
Prices Shares Contractual Life Price Shares Price
BB BB, .. 5,300 0.3 years $ 6.56 5,300 $ 656
1663 t0 1897, ... e 119,350 2.9 years 17.67 119,350 17.67
2782102800, . . .. 247,000 7.3 years 27.26 64,500 27.97
300610 37.75. .o 499,750 6.7 years 32.43 269,875 32.89
42711058206, . .. 111,275 4.3 years 47 62 88,775 48 87
BH6t0B206. . .. .. 982,675 6.1 years $30.92 547,800 $31.33

RIGHTS AGREEMENT —

In September 2002, we authorized and de-
clared a dividend of one Right for each outstand-
ing share of commeon stock as of November b,
2002, subject to lender approval and consernt,
which was obtained. One Right will also be
associated with each share of common stock
that becomes outstanding after November 5,
2002 but before the earliest of the Distribution
Date, the Redemption Date and the Final Expira-
tion Date (as defined in Rights Agreement
effective October 18, 2002, which governs the
Rights). The Rights are not exercisable until a
person or group of affiliated or associated per-
sons begin to acquire or acquires beneficial
ownership of 15 percent or more of our outstand-
ing common stock. This provision does not apply
to shareholders already holding 15 percent or
more of our outstanding common stock as of
November b, 2002 until they acquire an addi-
tional 5 percent. When exercisable, each Right
entitles the registered holder to purchase from
us one one-thousandth of a share of cur Series A
Junior Participating Preferred Stock, no par
value, at a price of $150 per one one-thousandth
of a preferred share, subject to adjustment. The
Rights will expire on November 5, 2012, At
September 30, 2004, 500,000 preferred shares
have been reserved for issuance in the event
that Rights are exercised.

NOTE 7 — RETIREMENT PLAN

We have a contributory retirement plan (the
“Plan'") under which qualified participants may
make contributions, which together with our
contributions, can be up to 100% of their
compensation, as defined, to a maximum of
$40,000. Participants must contribute from 1 to
5 percent of theilr earnings as a required contri-
bution (“‘the basic contribution’). We make
contributions to the Plan equal to twice the
basic contributions. After six consecutive
months of service, an employee can elect to
become a participant in the Plan. Our contribu-
tions vest 100% to each participant after three
years of service with us including any period of
ineligibility mandated by the Plan. If a partici-
pant terminates employment before becoming
fully vested, the unvested portion is credited to
our account and can be used only to offset our
contribution requirements. During fiscal years
2004 and 2002, $120,000 and $200,000 of forfeit-
ures were utilized to reduce our cash contribu-
tion requirements, respectively. In fiscal year
2003, no forfeitures were utilized to reduce our
cash contribution requirements. In fiscal years
2004, 2003 and 2002, actual cash contributions
totaled approximately $2.4 million, $2.5 million
and $2.2 million, respectively. As of Septem-
ber 30, 2004, there are approximately $56,000 of
contribution forfeitures, which can be utilized to
reduce our future cash contribution
requirements.
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NOTE 8 — FAII;R VALUE OF FINANCIAL
INSTRUMENTS

The carrying values of cash and cash
equivalents, accounts receivable, accounts paya-
ble and accrued liabilities included in the ac-
companying Consolidated Balance Sheets
approximate fair value due to the short maturity
of these instruments. Since the Credit Facility
(as described in Note 4) has a market adjustable
interest rate, the carrying value approximated
fair value as of September 30, 2004 and 2003.

NOTE 9 — CONCENTRATION OF MARKET
AND CREDIT RISK

All of our customers are in the oil and gas
offshore exploration and production industry.
This industry concentration has the potential to
impact our overall exposure to market and credit
risks, either positively or negatively, in that our
customers could be affected by similar changes
in economic, industry or other conditions. How-
ever, we believe that the credit risk posed by
this industry concentration is offset by the
creditworthiness of our customer base.

Revenues fiom significant customers from
the prior three fiscal years are as follows (in
thousands):

FISCAL FISCAL FISCAL
2004 2003 2002
ExxonMobil Production
Malaysia, Inc. ....... $33,266 $47827 $23,417
Esso Exploration Angola 180 19,614 —
Woodside Energy Ltd. .. 5,825 25,324 1,907
Shell Philippines
Exploration BV ...... — — 22,370

Burullus Gas Company . . 16,734 5541 27,319

Carigali — Triton

Operating Company . . — — 20,474
Rashid Petroleum
Company............ —_— 738 8,740

NOTE 10 — COMMITMENTS AND
CONTINGENCIES

OPERATING LEASES

We lease our Houston, Texas office space
under an operating lease agreement which will
expire in fiscal year 2008.

Future minimum lease payments for operat-
ing leases for the fiscal years ending Septem-
ber 30 are as follows (in thousands):

2006 . L 628
2006, ... 647
2007 .. o 647
2008. ... 108

Total rent expense under operating leases
was approximately $597,000, $567,000 and
$539,000 for fiscal years ended September 30,
2004, 2003, and 2002 respectively.

LITIGATION

We are party to a number of lawsuits which
are ordinary, routine litigation incidental to our
business, the outcome of which, individually, or
in the aggregate, is not expected to have a
material adverse effect on our financial position,
results of cperations, or cash flows.

NOTE 11 — SUBSEQUENT EVENTS

In October 2004, we sold in a public offering
1,175,000 shares of our common stock at an
effective net price (before expenses) of $45.83 for
total proceeds of approximately $53.9 million. We
used these proceeds and cash on hand to repay
the $55 million ocutstanding as of September 30,
2004 under the revolving portion of our Credit
Facility.

NOTE 12 — RECENTLY ISSUED ACCOUNT-
ING PRONOUNCEMENTS

In December 2003, the FASB issued a
revised version of Interpretation No. 46, “‘Consol-
idation of Variable Interest Entities — An Inter-
pretation of ARB No. 51 ("'FIN 46-R"") which was
originally issued in January 2003. A variable
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interest entity ('VIE") is created when: (i) the
equity investment at risk is not sufficient to
permit the entity from financing its activities
without additional subordinated financial support
for other parties: (ii) equity holders at rigk either,
(a) lack direct or indirect ability to make deci-
sions about the entity, (b) are not obligated to
absorb expected losses of the entity or (¢) do not
have the right to receive expected residual
returns of the entity if they occur: or (iii) equity
holders have voting rights that are disproportion-
ate to their economic interests, and the activities
of the VIE involve or are conducted on behalf of
an equity holder with a disproportionately small
voting interest. If an entity is deemed to be a
VIE, pursuant to FIN 46-R, an enterprise that
absorbs the majority of the expected losses of
the VIE is considered the primary beneficiary
and must consolidate the VIE. The application of
FIN 26 {as amended by FIN 46-R) is required in
financial statements of public entities that have
interest in variable interest entities or potential
variable interest entities commonly referred to as
special-purpose entities for periods ending after
December 15, 2003. Application by public enti-
ties (other than small business issuers) for all
other types of entities is required in financial
statements for periods ending after March 15,
2004. We adopted this interpretation in Decem-
ber 2003 and implementation of this interpreta-
tion did not have a material effect on our results
of operations or our financial position or cash
flows.

In December 2003, the Securities and Ex-
change Commission issued Staff Accounting
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Bulletin ('SAB"") No. 104, “Revenue Recogni-
tion,"”" which supersedes SAB No. 101, “"Revenue
Recognition in Financial Statements.”

SAB No. 104's primary purpose is to rescind
accounting guidance contained in SAB No. 101
related to multiple element revenue arrange-
ments, which was superseded as a result of the
issuance of Emerging Issues Task Force (“EITEF")
No. 00-21, “"Revenue Arrangements with Multi-
ple Deliverables.”” While the wording of

SAB No. 104 has changed to reflect the issuance
of EITF No. 00-21, the revenue recognition
principles of SAB No. 101 remain largely un-
changed by the issuance of SAB No. 104. The
implementation of SAB No. 104 is not expected
to affect our financial position, results of opera-
tions or cash flows.

NOTE 13 — OPERATIONS BY
GEOGRAPHIC AREAS

We are engaged in offshore contract drilling.
Qur contract drilling operations consist of con-
tracting owned or managed offshore drilling
equipment primarily to major oil and gas explo-
ration companies. Operating income is contract
revenues less operating costs, general and ad-
ministrative expenses and depreciation. In com-
puting operating income (loss) for each
geographic area, other income (expense) and
domestic and foreign income taxes were not
considered. Total assets are those assets that we
use in operations in each geographic area.



Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

A summary of revenues, operating margin and identifiable assets by geographic areas is as follows

(in thousands):

FISCAL FISCAL FISCAL
2004 2003 2002
CONTRACT REVENUES:
United States ... S 9,565 $ B303 $ 7066
SOULNEAST ASIA . . oottt e 97,654 58,671 78,330
MediteITanEan SEa . .. ..ttt et e e 28,627 51,468 61,854
AUSTTANA . . o 27,608 25,323 1,807
$163,454 $144,7656 $149,157
OPERATING INCOME (LOSS):
United StalES oottt S (2,197) $ (4232) $ (5,891)
SOULhEast ASIA . . .o e 30,070 23,163 39,890
MedIteITATIBAN SBA . . o v vttt e e e e e e 385 (7,692) 17,846
AUSTIAIA . . e 4,678 9,268 (1,658)
General and administrative EXPEIISES . oo v vttt e et e s (11,389) (14,015) (10,080}
$ 216547 $ 6492 $ 40,107
TOTAL ASSETS:
United STaiS ottt e S 30,370 $ 38,336 $ 43,548
SOULNEAST ASIA .+ . ottt e e 258,648 245 446 178,763
MedIteITaNEaATL SBa . . . .. ittt e e 95,253 122,586 219,018
AfTICa . o — 111,179 —
Australia ................ S 113,331 3,062 3,720
General corporate and other. .. ... ... . 1,334 2,065 2,188
$498,936 $522,674 $445,238

NOTE 14 — QUARTERLY FINANCIAL DATA (UNAUDITED)

Summarized quarterly results for fiscal years 2004 and 2003 are as follows (in thousands, except

per share amounts):

QUARTERS ENDED

December 31, March 31, June 30, September 30,

FISCAL 2004
REVETIUES © ottt e e $36,326 $36,810 $48,386 $ 42933
Income (loss) before income taxes. .................... (64) 2235 8,589 1,642
Net income (J0SS) .ot {1,904) 462 5,685 3,344
Earnings per comnion share —

BasiC. . o e (0.14) 0.03 0.41 0.24

Diluted ... .. e (0.14) 0.03 0.40 0.24
FISCAL 2003 '
Revenues ........ ... ... i $29,641 $35,073 $41,847 $ 38,004
Income (loss) before income taxes. . ... 2374 1,428 2,207 (4,373)
Net income (10SS) /.ot 950 587 (82) (14,257)
Earnings per common share —

Basic. ... 0.07 0.04 (0.01) (1.03)

Diluted ... .. e 0.07 0.04 (0.01) (1.03)

The sum of the individual quarterly net income per common share amounts may not agree with
year-to-date net income per common share as each quarterly computation is based on the weighted

average number of common shares outstanding during that period.
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The annual meeting of stockholders will be held
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Ten Place Drive, Houston, Texas, 77084. A formal
notice of the meeting together with a proxy statement
and form of proxy will be mailed to stockholders on or
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TRANSFER AGENT AND REGISTRAR

Continental Stock Transfer & Trust Company
2 Broadway
New York, New York 10004

FORM 10-K

A copy of our Form 10-K as filed with the
Securities and Exchange Commission is available free
on request by writing to:

Secretary, Atwood Oceanics, Inc.
P. O. Box 218350
Houston, Texas 77218

We file annual report on Form 10-K as well as
quarterly and special reports, proxy statements and
other information with the SEC. Our SEC filings are
available to the public over the internet at the SEC's
web site at http://www.sec.gov. Our website address
is www .atwd.com. We make available free of charge
on or through our website our annual report on
Form 10-K, quarterly reports on Form 10-Q, and
current reports on Form 8-K, and amendments to
those reports filed or furnished pursuant to Sec-
tion 13(a) or 15(d) of the Exchange Act as soon as
reasonably practicable after we electronically file such
material with, or furnish it to, the SEC. Information on
our website is not incorporated by reference into this
report or made a part hereof for any purpose. You may
also read and copy any document we file, including
our Form 10-K, at the SEC’s Public Reference Room
at 450 Fifth Street, NW, Washington, DC 20549. Please
call the SEC at 1-800-SEC-0330 for further information
on the public reference rooms and copy charges.

STOCK PRICE INFORMATION —

The common stock of Atwood Oceanics, Inc. is
traded on the New York Stock Exchange ("'NYSE")
under the symbol "ATW’"'. No cash dividends on
common stock were paid in fiscal year 2003 or 2004,
and none are anticipated in the foreseeable future. As
of December 10, 2004, there were over 750 beneficial
owners of the common stock of Atwood Oceanics,
Inc. As of December 10, 2004, the closing sale price of
the common stock of Atwood Oceanics, Inc., as
reported by NYSE, was $49.40 per share. The follow-
ing table sets forth the range of high and low sales
prices per share of common stock as reported by the
NYSE for the periods indicated.

Fiscal Fiscal

2004 2003
Quarters Ended Low High Low High
December 31 ...... $23.30 $33.69 $2439 $32.96
March 31 ......... 31.63 40.27 24 .45 31.10
June 30........... 3364 42.90 24.81 30.30
September 30 ..... 36.48 48.75 23.06 28.20



